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EXPOSURE DRAFT
PROPOSED STATEMENT OF POSITION
CLARIFICATION OF REPORTING PRACTICES
CONCERNING HOSPITAL-RELATED
ORGANIZATIONS
AUGUST 31, 1979

Prepared by the AICPA Subcommittee on Health Care Matters
For comment from persons interested in health care accounting and reporting

Comments should be received by October 3 1 , 1979, and addressed to
Frank S. Synowiec, Jr., Manager, Federal Government Relations Division, File G-1-402
AICPA, 1620 Eye Street, N.W., Washington, D.C. 2 0 0 0 6

M810847

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212)575-6200

August 3 1 , 1979
To interested parties

An exposure draft of a proposed statement of position on clarification of reporting
practices concerning hospital-related organizations accompanies this letter. The
exposure draft was prepared by the AICPA Subcommittee on Health Care Matters.
The FASB has released for comment an exposure draft of a proposed FASB statement entitled Specialized Accounting and Reporting Principles and Practices in AICPA Industry
Accounting Guides, Industry Audit Guides, and Statements of Position: An Amendment of
APB Opinion no. 20 that would designate specialized accounting and reporting, principles and practices contained in enumerated AICPA guides and statements of position as
generally accepted accounting principles and preferable accounting principles for
purposes of applying APB Opinion no. 20, Accounting Changes . AICPA projects in process
that the AICPA expects will result in the issuance of guides or statements of position
within a year or less are addressed in the proposed FASB statement in paragraph 4, which
states that "the Board plans to review any specialized principles and practices contained in those forthcoming AICPA documents before issuance and, if the Board finds
them acceptable, it will announce in Interpretations of this [FASB] Statement that they
are preferable accounting principles for purposes of applying APB Opinion no. 20."
The accompanying exposure draft is one of the projects that the FASB plans to review for
designation by interpretation as preferable accounting principles for purposes of
applying APB Opinion no. 20. To facilitate that review procedure, the accompanying
exposure draft is being made available to those on the mailing lists of both the AICPA
and the FASB. Your comments on this exposure draft of a proposed statement of position
should be sent to Frank S. Synowiec, Jr., Manager, Federal Government Relations Division, File G-1-402, AICPA, 1620 Eye Street, N.W., Washington, D.C. 20006.
Comments received by the AICPA will be considered by the FASB when it reviews the final
statement of position on hospital-related organizations to determine whether to designate as preferable the accounting principles and practices contained in that statement of position.

Sincerely,

Albert A. Cardone
Chairman
Subcommittee on Health Care Matters

Joseph F. Moraglio
Director
Federal Government Relations Division

PROPOSED STATEMENT OF POSITION: CLARIFICATION OF REPORTING PRACTICES
CONCERNING HOSPITAL-RELATED ORGANIZATIONS

1. In recent years there has been
an increasing trend toward the creation of separate organizations, frequently referred to as foundations,
to raise and hold certain funds for
hospitals.
2. Reasons for the creation of
these organizations appear to center
around a desire to broaden the
philanthropic base of hospitals and to
preserve the funds to support desired programs. Since donated funds
represent one of the last sources of
discretionary funds for hospitals,
there is a growing fear that governmental programs and controls
will require the expenditure of the
funds to subsidize nondiscretionary
services. Organizers of separate
fund-raising entities hope that exposure of the funds to such threats may
be avoided or lessened by the use of
separate organizations.
3. Some believe that the financial statements of such separate organizations should not be combined
with those of the related hospitals
because they believe that combining
them would result in contributed
funds being required to be used to
defray a portion of the costs of patient care services rendered to beneficiaries of programs such as Medicare, Medicaid, and Blue Cross.
Others share this concern about such
possible inappropriate use of contributed funds but believe that this
concern should be dealt with independently of accounting considerations and that accounting and reporting should be determined without reference to these potential effects.
4. There is also concern that the
form of the combination, if it reflects
the unrestricted resources of the related organization as unrestricted resources of the hospital, would not
clearly disclose the difference in the
availability of the related organization's resources because of the re-

lated organization's separate legal
status.
5. The AICPA's Hospital Audit
Guide presently calls for combined
financial reporting for related organizations if "significant resources
or operations of a hospital are handled by such organizations . . . and
they . . . are under control of (or
common control with) hospitals. . . . " However, the guide does
not give sufficient guidance about or
explanation of what constitutes "control" or "hospital resources." As a
consequence, a variety of reporting
practices are being followed, and the
financial statements of some related
organizations are combined with
those of hospitals, while the financial
statements of other organizations in
similar circumstances are not. The
related facts and circumstances are
sometimes disclosed and sometimes
not disclosed.
6. Because of the current variety
of reporting practices, the subcommittee on health care matters believes that the Hospital Audit Guide
should be clarified in this increasingly important and complex area.
Subcommittee's Conclusions
7. The subcommittee on health
care matters believes that the section of the Hospital Audit Guide,
"Other Related Organizations''
(pages 11 and 12), should be superseded by and replaced with the following text.
OTHER RELATED
ORGANIZATIONS
8. Foundations, auxiliaries,
guilds, staff housing corporations,
and similar organizations frequently
assist and, in many instances, are
closely related to hospitals. For purposes of this statement of position,
separate organizations such as those
are considered to be related if one
organization controls the other,
either through ownership of a major3

ity voting interest or through other
means such as described in paragraph 11, or is the sole beneficiary of
its activities such as described in
paragraph 11.1
9. The purpose of preparing
consolidated
or
combined
statements is usually that such
statements are more meaningful
than separate statements. The usual
condition for consolidation or combination involves a controlling financial interest through ownership of a
majority voting interest. The policy
for consolidation and combination of
financial statements for a hospital
that controls a related organization
through ownership of a majority voting interest has long been established in Accounting Research Bulletin no. 51, Consolidated Financial
Statements.2
10. However, the separate legal
form of a related organization may
preclude a nonprofit hospital from
attaining the same kind of control
that can be attained through ownership of a majority voting interest.
Nonetheless, the nature of the relationship between a hospital and the
related organization may require
that the financial statements of the
hospital include the items presented
in the financial statements of the related organization, through a form of
combination as hereinafter described, to present the full extent of
the hospital's financial position and
results of operations.
11. As discussed in paragraph
10, although the hospital does not
own a majority voting interest and
legally the related organization's assets and liabilities cannot be considered resources or obligations of the
1. For more detailed criteria for determining
the existence of related parties see SAS no.
6, Related Party Transactions, paragraph
2.
2. For applicability of accounting research
bulletins to hospitals, see AICPA, Hospital
Audit Guide, 2d ed. (New York: AICPA,
1978), page 3.

4
hospital until they are transferred to
the hospital, circumstances may indicate that the hospital has (1) control over the related organization
and/or (2) will be, for all practical
purposes, the sole beneficiary of the
related organization's activities. A
hospital would be deemed to have
control if it has the ability to direct
the management and policies of the
related organization despite not having ownership of a majority voting
interest. Such control could be obtained through provisions in bylaws,
contracts, and similar documents.
Examples of circumstances whereby
a hospital should be considered to
be, for all practical purposes, the
sole beneficiary of a related organization include but are not limited to
the following:
a. The related organization solicits
funds in the name of and with the
expressed or implicit approval of
the hospital, and substantially all
the funds solicited are intended
by the contributor, or are otherwise required, to be transferred
to the hospital or used at its discretion or direction.
b. A hospital transfers some of its resources to the related organization whose resources are held for
the benefit of the hospital.
c. A hospital assigns certain of its
functions (such as the operation of
a staff residence) to the related
organization.3
12. The subcommittee believes
that the financial statements of a
hospital that has control over and is,
for all practical purposes, the sole
beneficiary of the activities of an entity such as described in paragraph
11 should include the items presented in the financial statements of
the related organization for a fair
presentation in conformity with generally accepted accounting princi3. The examples of circumstances presented
in this statement are substantially the same
as those set forth in paragraph 44 of
AICPA, Statement of Position 78-10, Accounting Principles and Reporting Practices for Certain Nonprofit Organizations
(New York: AICPA, 1978). Minor changes
in wording were necessary to illustrate circumstances prevalent in the health care
industry; these changes are not intended to
modify the provisions of paragraph 44 of
Statement of Position 78-10.
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pies. In such cases, the legal characteristics of the related organization
that preclude the hospital from attaining control similar to the control
attained by ownership of a majority
voting interest should be recognized
by including the items presented in
the financial statements or the related organization as a separate restricted fund in the hospital's financial statements. The degree of control that can be exercised by a hospital over the related organization and
its beneficial interest in the organization should be clearly disclosed.
13. Following this form of presentation, the unrestricted and restricted resources of a related organization would be presented as restricted resources in the hospital's
financial statements because they
are legally restricted to the hospital.
An example of the manner in which a
related organization's financial activities might be presented in the
hospital's financial statements is presented in Appendix A. When the related organization makes its resources available to the hospital, the
hospital should account for them in
accordance with the terms and conditions prescribed by the related organization.
14. A line-by-line consolidation
or combination of the financial
statements of the related organizations described in paragraph 11 with
those of the hospital sometimes may
be more meaningful than the form of
presentation described in paragraph
13. For example, a religious order
that controls several hospitals may
choose to prepare consolidated or
combined financial statements of the
hospitals and the religious order on
the basis that they are one entity.
Depending on the purpose to be
served, it may also be appropriate to
combine the hospitals but exclude
the affiliated religious entity that, although related to the hospitals, performs nonhospital operations. It is
not the intent of paragraphs 10
through 12 to preclude preparation
of such consolidated or combined financial statements to satisfy special
needs. The notes to such financial
statements should clearly disclose
the organizational relationships
among the entities consolidated or

combined, the availability of each
entity's resources to each other, and
the method of combination or consolidation.
15, If the items presented in the
financial statements of the related
organization are not consolidated,
combined, or included as restricted
resources within a hospital's financial
statements because they do not meet
the conditions described in the preceding paragraphs and there have
been material transactions between
the hospital and the related organization,4 the following should be disclosed in the hospital's financial
statements:
a. The nature of the relationship between the related organizations.
b. A description of the transactions,
summarized if appropriate, for
the period reported on, including
amounts, if any, and such other
information deemed necessary to
an understanding of the effects on
the hospital's financial statements.
c. The dollar volume of transactions
and the effects of any change in
the method of establishing terms
from that used in the preceding
period.
d. Amounts due from or to the related organizations, and, if not
otherwise apparent, the terms
and manner of settlement.
Appendix B illustrates the foregoing disclosures for a nonprofit hospital that receives substantial amounts
of contributions from a nonprofit
community health fund-raising organization that is controlled by the
hospital but also raises funds for
other health-related organizations in
the community.
TRANSITION

16. This statement of position
should be applied in financial
statements for fiscal years beginning
on or after the first day of the first
month following the date of this
statement, although earlier application is encouraged. Accounting
changes adopted to apply the recommendations of this statement of
position should be made retroactively by restating the financial
statements of prior periods.
4. See paragraph 8.
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December 3 1 , 19X1, and 19X0

SAMPLE HOSPITAL

APPENDIX A
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APPENDIX A (cont.)

SAMPLE HOSPITAL
Statement of Changes in Fund Balances
For the Years Ended December 31, 19X1, and 19X0

Current
Year

Prior
Year

Restricted Funds
Sample Hospital Foundation
Balance at beginning of year
Gifts and bequests
Endowment
Other
Income from investments
Net gain on sale of investments
Marketable equity securities
Other marketable securities
Net change in valuation allowance for marketable
equity securities
Fund-raising expenses
Other expenses
Distributions to Sample Hospital
Balance at end of year

$3,230,000

$3,045,000

135,000
505,000
108,000

65,000
425,000
95,000

22,000
15,000

6,000
12,000

15,000
(35,000)
(5,000)
(465,000)
$3,525,000

7,000
(30,000).
(5,000)
(390,000)
$3,230,000

See accompanying Notes to Financial Statements.

SAMPLE HOSPITAL
Notes to Financial Statements*
December 31, 19X1, and 19X0
Note. 1—Summary of Significant Accounting Policies

The financial statements of Sample Hospital also include the accounts of Sample Hospital Foundation, Inc.
(Foundation), a related organization.
Note 2—Sample Hospital Foundation

Sample Hospital Foundation was established to raise funds to support the operation of Sample Hospital. The
Foundation's bylaws provide that at least a majority of the Foundation's board of trustees also be trustees of the
Hospital and that all funds raised, except for funds required for operation of the Foundation, be distributed to or
held for the benefit of the Hospital. General funds of the- Foundation, which represent the Foundation's unrestricted resources, are distributed to the Hospital in amounts determined by the Foundation's board of trustees.
Specific purpose, plant replacement, and expansion and income from endowment funds of the Foundation are
distributed to the Hospital as required to comply with the purposes specified by donors.
* These Notes to Financial Statements are intended only to illustrate the disclosure requirements related to the inclusion of a
related organization in a hospital'sfinancialstatements. They do not include all the disclosure requirements related to the
assets, liabilities, income, or expenses of such organizations that may be necessary for fair presentation of financial position
and results of operations in conformity with generally accepted accounting principles.
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APPENDIX B
RELATED PARTY TRANSACTIONSSAMPLE COMMUNITY HEALTH FOUNDATION
Sample Hospital has authorized Sample Community Health Foundation (Foundation) to solicit contributions
on its behalf. The Foundation's bylaws provide that at least a majority of its board of trustees also be trustees of the
Hospital. The Foundation, in its general appeal for contributions to support the community's providers of health
care services, also solicits contributions for certain other health care institutions. In the absence of donor
restrictions, the Foundation has discretionary control over the amounts to be distributed to the providers of
health care services, the timing of such distributions, and the purposes for which such funds are to be used.
A summary of the contributions received by Sample Hospital from the Foundation for the year ended December 31, 19X1 is as follows:
Unrestricted contributions (as reported
in the Hospital's statement of revenues
and expenses)
Restricted contributions (as reported in the
Hospital's statement of changes in fund
balances) for
Specific purposes
Plant replacement and expansion purposes
Endowment purposes

$150,000

35,000
25,000
50,000

At December 31, 19X1, the Foundation reported in its financial statements the following funds, which are
available to support Sample Hospital and the community's other providers of health care services:
December 31, 19X1
Carrying
Market
Value
Value
Funds designated to be distributed
to Sample Hospital
Unrestricted purposes
Restricted purposes
Funds designated for other providers
Undesignated funds (unrestricted)
Total funds

$ 200,000
100,000
500,000
2,200,000
$3,000,000

$ 250,000
150,000
600,000
2,500,000
$3,500,000

